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CONFIDENTIAL OTTAWA 10103 
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SUBJECT: POLITICAL COMPROMISE TAKES SHAPE IN WAKE OF 
SUPREME COURT RULING ON SASKATCHEWAN OIL SURTAX 

REF: OTTAWA 9950 

1 . SUMMARY: FOLLOWING SUPREME COURT RULING THAT SASKAT- 
CHEWAN OIL TAX WAS UNCONSTITUTIONAL, PRINCIPAL ACTORS-- 
SASKATCHEWAN, FEDERAL GOVERNMENT AND THE OIL COMPANIES- 
SEEM TO BE MOVING FAIRLY RAPIDLY TOWARD POLITICAL COMPRO- 
MISE. FEDERAL GOVERNMENT HAS PROTECTED ITS CONSTITU- 
TIONAL PREROGATIVES, OIL COMPANIES ARE NO LONGER THREATENED 
BY WHAT THEY CONSIDER TO BE CONFISCATORY TAXATION POLICY 
AND SASKATCHEWAN WILL PROBABLY GET TO KEEP BULK OF REVENUE 
COLLECTED BY ILLEGAL TAX. RETROACTIVE TAX ON EARNED INCOME 
OF OIL COMPANIES WILL BE VEHICLE FOR COMPROMISE. TAX RATE 

IS TO BE NEGOTIATED WITH OIL COMPANIES. COURT DECISION 

WILL ALSO EASE PRESSURE BY SASKATCHEWAN ON POTASH PRODUCERS. 

END SUMMARY. 
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2. IN WEEK SINCE SASKATCHEWAN OIL SURTAX FOUND UNCONSTITU- 
TIONAL, ELEMENTS OF POSSIBLE COMPROMISE BETWEEN FEDERAL 
GOVERNMENT, GOVERNMENT OF SASKATCHEWAN (GOS) AND OIL 
COMPANIES CAME INTO FOCUS. SUPREME COURT RULING SATISFIES 
FEDERAL GOVERNMENT'S INTEREST IN RESOLVING CONSTITUTIONAL 
ISSUE SO THAT ITS PREROGATIVES RESPECTING INDIRECT TAXATION 
AND INTER-PROVINCIAL TRADE ARE MAINTAINED. RULING, HOWEVER, 
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IS A NARROW ONE IN SENSE THAT IT DOES NOT SET DOWN NEW 
TERMS FOR FEDERAL-PROVINCIAL RELATIONSHIP IN RESOURCE 
POLICY. IT MERELY REAFFIRMS STATUS QUO. 

3. OIL COMPANIES HAVE ALSO MADE THEIR POINT. THIS FORM 
OF TAXATION IN WHICH PROVINCIAL GOVERNMENT SETS CEILING 
ON EARNINGS AND TAKES REMAINDER IN TAXES HAS BEEN RULED 
ILLEGAL. 

4. UNRESOLVED QUESTION THOUGH IS TERMS OF SETTLEMENT TO BE 
REACHED BETWEEN GOS, CIGOL AND OTHER CONCERNED OIL COM 
PANIES. IT IS QUITE LIKELY THAT THE FEDERAL GOVERNMENT 
WILL PLAY AT LEAST AN INDIRECT ROLE IN SUCH SETTLEMENT 
WHICH IS LIKELY TO BE LEAD ITEM ON AGENDA WHEN PRIME 
MINISTER TRUDEAU VISITS SASKATCHEWAN PREMIER BLAKENEY LATER 
THIS MONTH. 

5. SINCE IT WOULD BE FISCALLY AND POLITICALLY DISASTROUS 
FOR GOS TO PAY BACK C DOLLARS 600 MILLION PLUS COLLECTED 
IN REVENUE FROM OIL COMPANIES UNDER SURTAX AND NEITHER 
FEDERAL GOVERNMENT NOR OIL COMPANIES WANT TO PLAY THE VIL- 
LAIN BY SEEMING TO HANG SASKATCHEWAN TAXPAYER OUT TO DRY 
(THEREBY RISKING EXPOSURE TO SHARP POLITICAL ATTACK BY 
BLAKENEY), COMPROMISE MUST BE REACHED TO ALLOW SASKATCHEWAN 
TO KEEP BULK OF REVENUES COLLECTED UNDER NOW-ILLEGAL TAX. 
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6. GOS INTRODUCED LEGISLATION DECEMBER 2 TO REPLACE 
VOIDED SURTAX AND PROVIDE BASIS FOR NEGOTIATED COMPROMISE 
ON BOTH STATUS OF FUNDS COLLECTED AND NEW TAXATION. IN 
ORDER TO PROTECT REVENUES ALREADY COLLECTED FROM OIL COM- 
PANIES GOS WILL ENACT TAX RETROACTIVE TO JANUARY 1, 1974, 

ON EARNED INCOME. GOS MAINTAINS THAT TAX IS DIRECT AND 
THEREFORE CONSTITUTIONAL. NEW TAX WILL UNDOUBTEDLY BE 
CLOSELY SCRUTINIZED BY FEDERAL GOVERNMENT. GOS BILL. 

HOWEVER, DOES NOT SPECIFY TAX RATE. IN PRESS CONFERENCE 
FOLLOWING TABLING OF BILL, GOS ATTORNEY GENERAL AND DEPUTY 
PREMIER ROY ROMANOW SAID TAX RATE WILL BE ESTABLISHED AFTER 
MEETING WITH OIL COMPANIES, ALTHOUGH HE IS MAINTAINING 
PUBLIC POSTURE THAT GOS WILL NOT NEGOTIATE WITH COMPANIES. 

GOS HAS ASKED CANADIAN PETROLEUM ASSOCIATION TO ORGANIZE 
MEETING. GOS OBVIOUSLY INTENDS TO SEE HOW MUCH THE OIL 
COMPANIES WILL CONCEDE AND WILL THEN SET TAX RATE ACCORD 
INGLY. 

7. DEVELOPMENTS SINCE SUPREME COURT RULING HAVE HAD SIG- 
NIFICANT INDIRECT EFFECT ON FUTURE OF POTASH INDUSTRY IN 
SASKATCHEWAN. EMBASSY HAS LEARNED THAT GOS IS WILLING TO 
SETTLE ITS OUTSTANDING TAX PROBLEM WITH POTASH PRODUCERS' 
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GOS TOLD INTERNATIONAL MINERALS AND CHEMICALS (IMC) PRESI- 
DENT THAT IT WOULD ELIMINATE THE CONTROVERSIAL POTASH 
RESERVES TAX AND SUBSTITUTE AN INCOME TAX. IN EXCHANGE 
GOS WOULD ISSUE STATEMENT THAT IMC WOULD NOT BE EVALUATED 
OR PURCHASED. THIS ACCOMMODATION OF COURSE NEATLY PARAL- 
LELS PROBABLE COMPROMISE WITH OIL COMPANIES. 

8. EMBASSY WILL REPORT FURTHER DEVELOPMENTS. ENDERS 
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